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JAPAN: KEY ECONOMIC INDICATORS (Values in US$ millions unless otherwise indicated) 


1980 and Percentage 1981 
1979 Change Over 1979 Indicators 


INCOME, PRODUCTION, EQUIPMENT 


Gl® et Current Prices 
GHP at Qonstant 1975 Prices 
Real GNP Percentage Change 
in National Currency 
Annual Per Capita GNP, 
Current Prices ($) 
Plant and Bgquipment 
Investment, Current 
Prices 
Indices: 
Industrial Production 
(MEg.) (1$75=100) 
Average Labor Productivity 
(Mfg.) (1975=100) 
Average Industrial Wace 
(Mfg.) (1980=100) 
Average Labor Force 
(millions) 
Average Unenployment Rate 
(percent) 
MONEY AND PRICES 
Money Supply (2) 
Bank of Japan Om Dist 
Rate (percent) 
Call Rate (Uncond), (pct) 
Coml Bank Avg. Loan Rate 
(percent ) 
Consumer Price Incex 
(1960=100) 
Wholesale Price Index 
(1980=100) 
PYMENTS AND TRADE 
Gold and Foreign Exchange 
Reserves 
External Public Debt 
Current Account 
Balance of Trade 
Exports, FOB (IMF Basis) 
Export Share to U.S., 
Customs Basis, FOB (pct) 
Imports, FOB (IMF Basis0O 
Import Snare From U.S., 
Customs Basis, CIF (pct) 


1,011,793 


827,108 
5.6% 


8,723 


151,572 


133.3 


142.8 


56.0 
2.09 
763,761 


6.25 
8.375 


6.291 
92.6 
84.9 

20,327 
14,210 
-8,754 


1,845 
101,232 


99,387 


18.4 


1,067,180 
846,804 


8,894 


165,848 


142.8 
156.0 
100.0 
56.5 
2.02 
855, 319 


7.25 
12.875 


8.323 
100.0 
100.0 
25,232 
18,836 
-10,746 
2.429 
126,736 


25.2 
124,611 


19.6 


1,134,200/A 
685 ,208/A 


9,694/A 
169,310/A 


144.8/B 
155.5/C 
95.7/B 
57.1/B 
2.24/B 
1,038,865/D 


5.5 E 
7.25 I 


7,845 B 
106.1 
106.1 
28,408 
NWA 
6,192 
21,849 
150,278 


25.1 F 
128,429 G 


19.3 F 


MAIN IMPORTS FROM U.S., 1980 

(Value: $1,000, FOB, from Japanese Finance Ministry); Grain and Grain Preparation, 
19,009,171 MT, $3,134,660; Chemicals, NWA, $2,536,136; s and Cants, 10,295 KQi, 
$1,843,172; Coal, 19,562 KMT, $1,580,880; Soy Beans, N/A,f1,247,727; Non Ferrous Metals, 
Wa, $864,313; Office Machines, N/A, $708,231. 

MAIN EXPORTS TO U.S., 1980 

(Value: $1,000, FOB, from Japanese Finance Ministry); Passenger Cars (Incl Chassis) 
1,920,898 (NO), $8,270,857; Iron and Steel, 4,673,561 MT, $2,701,732; Scientific and 
Optical Instruments, N/A, $1,443,655; Tepe Recorders, N/A, $1,142,044; Motorcycles 
(assemplea), NWA, $1,255,913; Metal Proaucts, N/A, $918,071; Raaio Sets, 12,509,312 (NO), 
$783,244; Office Machines, N/A, $779,097. 

#/ Jan-Sept seasonally adjusted annual rate 

B/ Jan-Sept average, not seasonally adjusted 

C/ Jan-Aug average, seasonally adjusted 

D/ As of Sept. 30 

E/ As of December 31 

F/ Seasonally adjusted Jan-Sept preiiminary data 

G/ A.R. on basis of seasonally adjusted Jan-Oct preliminary data 

H/ As of December 31, 198] 

I/ Jul-Sept., 1981 average rate 





Dollar Exchange rate used for conversion of yen figures: GNP and investment: 1979 ¥219; 
1980 ¥227; 1981 ¥208 (average interbank spot rates, Jan-tlarch). Money Supply; July-Dec 
1979 ¥206, Jam-Dec 1980 ¥242; Jan-March 1981 ¥211, as used for some computations by 
Ministry of Finance. 

Numbers in ( ) are percentage change over the prior year. 





SUMMARY 


The Japanese economy turned in a mixed 
performance during the first three quarters of 
calendar year 1981. Despite the depreciation of the 
yen which has characterized much of the year, price 
inflation at both the wholesale and consumer level has 
been largely brought under control. In the external 
sector, the large current account deficits experienced 
in 1979 and 1980 have turned into a moderate surplus 
in 1981. On the other hand, inventory adjustment in 
the basic industries took much longer than expected 
and some of them, such as aluminum smelting, 
petrochemicals, and oil refining, still face serious 
economic difficulties. Consumer spending has remained 
Sluggish through most of the year and the housing 
industry remains depressed. This has led to a 
Situation where growth in the economy is coming 
overwhelmingly from the external sector. However, 
increasingly strident criticism of Japan's trade 
surpluses from the U.S. and E.C. underscore the political 
reality that largely export~led growth cannot continue 
indefinitely. Recently the Japanese Government has 
taken steps to stimulate domestic demand, such as a 
0.75 percent reduction in the official discount rate 
(ODR). The government will, however, face 
difficulties in pursuing an expansionary fiscal policy 
as such measures would come into conflict with the 
Japanese government's plan to reduce its large budget 
Geficit. 





THE CURRENT ECONOMIC SITUATION 





The third quarter GNP statistics for calendar year 1981 
showed a significant slowing in Japanese real econonic growth. 
Real GNP was up 0.6 percent, the smallest increase in five 
quarters, which works out to a seasonally adjusted annual rate 
of increase of only 2.4 percent. The Government of Japan now 
projects that the economy will achieve a 4.1 percent real rate 
of growth for Japan Fiscal Year 1981 (April 1, 1981 - March 3l, 
1982). But the 4.1 percent figure represents a downward 
revision in two steps, from the original 5.3 percent GOJ 
forecast for this fiscal year made a year ago. 


The figures show that the Japanese economy is continuing 
its heavy dependence on net exports for growth. The economy 
would actually have recorded negative growth had it not been 
for the large contribution of the external sector during the 
third quarter of 1981. 


The Japanese Government has recently taken steps to 
stimulate domestic demand. In October, the Ministry of 
International Trade and Industry (MITI) announced measures to 
aid depressed industries and promote economic growth. In 
December of 1981, the Bank of Japan lowered the Official 
Discount Rate (ODR) by 0.75 percent to 5.5 percent. Further, 
some tax incentives and measures to increase the availability 
of government-subsidized mortgage financing have been announced 
for FY1982. It is hoped that these actions will benefit 
personal consumption, which has been stagnant, and housing, 
which is at extremely depressed levels. Recovery in these two 
major components of domestic demand will be crucial if stronger 
and more balanced economic growth is to be achieved. 


EMPLOYMENT SITUATION 





As of the end of September, 1981 there were 1,260,000 
unemployed workers representing 2.21 percent of the labor 
force. The average unemployment rate for 1980 was 2.02 
percent. The ratio of new job offers to applicants ratio was 
0.67 as of September 30, 1981, down from 0.72 percent at the 
same point in 1980. This deterioration in labor market 
conditions is largely the result of the slowing in economic 
activity that has taken place over the past year. However, 
those individuals with technical and scientific backgrounds are 
still in strong demand, reflecting the continuing rapid growth 
of Japan's high technology industries. 





RAPID EXPANSION OF THE CURRENT ACCOUNT SURPLUS 


The performance of Japan's external sector in 1981 draws a 
very sharp contrast with 1980. While the current account was 
in deficit by $8.8 billion in 1979 and $10.7 billion in 1980, 
through the first ten months of 1981, it has recorded a surplus 
of $5.2 billion. This was due to a large increase in exports, 
up 21 percent year over year on an IMF basis, and a slowing of 
import growth. Import values were up only 3.4 percent year 
over year during the first ten months of 1981. Japan's exports 
were spurred by, among other things, their strong price 
competitiveness due to a slowing rate of inflation in Japan and 
the depreciation of the yen which took place during the 
period. The slow growth in imports, on the other hand, 
reflects both Japanese efforts at energy conservation as crude 
oil imports are down about 6 percent by volume so far this year 
from 1980 and the weakness of the domestic economy. Raw 
material imports have been adversely affected by the lengthy 
inventory adjustment in the basic industries, and the import of 
manufactured goods has been slowed by soft consumer spending 
and a decline in real private corporate capital investment. 


The exchange value of the yen against the dollar has 
fluctuated over a fairly broad range through 1981. It reached 
a high point of ¥200 to the dollar early in the year but then 
declined steadily through the spring and into the summer 
reaching a low point of ¥246 to the dollar. It then began to 
appreciate as the size of the current account surplus grew 
larger and interest rates in the U.S. declined. As the end of 
the year approached, the yen was trading ¥220 to the dollar. 


The rapid increase in Japan's merchandise trade and current 
account surpluses, particularly bilateral trade balances with 
the U.S. and Western Europe, has resulted in heightened 
economic tensions with a number of Japan's overseas trading 
partners. There have been numerous demands that Japan increase 
its imports of manufactured goods and restrict its exports of 
so-called "sensitive" products. In response, the Japanese 
government has restricted automobile exports to the U.S., 
Canada, and Western Europe and is contemplating measures that 
will make it easier to import manufactured goods into Japan. 
The government is also under pressure from the U.S. and other 
countries to further liberalize agricultural imports, but this 
is likely to be a slow and difficult process. 





INFLATION CONTINUES TO MODERATE 


1981 has seen a continuation of the trend that began in the 
latter half of 1980 toward lower rates of both wholesale and 
consumer price inflation. The October 1981 consumer price 
index was up only 4.1 percent from the October 1980 figure. 
This is in sharp contrast to 1980 when for the year as a whole, 
consumer prices rose 8 percent. While wholesale prices rose 
17.8 percent in 1980, during the first ten months of 1981 the 
wholesale price index is up only 1.8 percent over the same 
period of the previous year. 


This slowing of inflation has occurred despite the 
depreciation of the yen during much of 1981 which would tend to 
raise the yen prices of imported goods. The stabilization of 
world oil prices that has taken place since early in the year 
has been an important factor in a reduced rate of inflation 
just as it was the rapid oil price increases in 1979 and 1980 
that generated much of the inflationary pressure that surfaced 
during that period. In addition to oil, the prices of other 
imported commodities also weakened during the year and that 
tended to soften the impact of the lower yen. Domestically, 
weak internal demand has played a significant role in slowing 
price increases, particularly for labor. During the 1981 
"spring wage offensive" organized labor in most industries 
again settled for a moderate wage increase of about 7.7 percent. 


When inflation began to accelerate during 1979 following 
the Iranian Revolution, the Government of Japan responded 
quickly with policies designed to restrain demand and contain 
inflation. Compared to the situation following the first oil 
crises and the performance of other industrialized nations 
during the past two years, Japan appears to have dealt with the 
problem of inflation fairly successfully. While pursuing a 
somewhat less expansionary fiscal policy due to the nation's 
large budget deficit, the government seems to feel confident 
enough that inflation is now under control that it is taking 
steps to lower interest rates and ease access to credit. 


ADMINISTRATIVE REFORM 





A top Japanese economic priority during 1981 has been the 
reconstruction of government finances. In the mid-1970's, 
government spending was dramatically increased in an effort to 
raise the level of social services and to combat the effects of 
the recession brought on by the first oil crisis in 1973. At 
the same time, the rate of increase in government revenues 
slowed due to lower economic growth which resulted in massive 





national budget deficits. By fiscal year 1979, government bond 
issues to finance that year's deficit had grown to ¥13.5 
trillion or 34.7 percent of government expenditures. Realizing 
that serious economic consequences could result if this 
Situation were not brought under control, the government has 
set as a goal the reduction of the FY1981 deficit by 50 percent 
by FY1984. Since Japanese voters have repeatedly shown strong 
opposition to income tax increases, the government is 
concentrating on government spending restraint to reduce the 
deficit. In November 1981, the Diet passed the Administrative 
Reform bill, a measure designed to reduce the size and cost of 
the government and increase its efficiency. In addition, the 
fiscal year 1982 budget is likely to show an increase of only 
about 6 percent over JFY 1981, significantly smaller than the 
rate of increase that has generally been experienced in recent 
years. 


ECONOMIC OUTLOOK 


The Economic Planning Agency (EPA) has set as an objective 
for the Japanese economy real GNP growth of 5.2 percent during 
JFY 1982. It believes that unlike the past two years, domestic 
demand will make the major contribution to growth with 
recoveries in personal consumption, housing, and private 
capital investment leading the way. Private forecasters 
generally believe the EPA outlook is too optimistic. While 
domestic demand is likely to account for a greater share of GNP 
growth in JFY 1982 (if for no other reason than that export 
growth in JFY 1982 is likely to be much lower than JFY 1981), 
few private forecasters envision such a high rate of real 
growth. The Fuji Bank has revised its JFY 1982 forecast down 
from 5.0 percent to 4.3 percent real growth while the Yamaichi 
Research Institute expects real GNP growth of only 3.7 percent 
in JFY 1982. Even the usually bullish Research Institute of 
National Economy sees real economic growth of only 4.2 percent 
for JFY 1982. 


The more pessimistic forecasts result from a belief that 
slumping overseas economies, particularly in the United States 
and Western Europe, will result in a somewhat smaller contribution 
to GNP growth from external demand. Furthermore, after a 
decline in 1980, a return to real disposable personal income 
growth has been slow in 1981 and this has been reflected in the 
very anemic recovery in personal consumption and the continuing 
decline in housing construction. In order for the economy to 
record healthy growth, the difficulties in these major areas of 
the domestic economy will have to be overcome. 





The government, though, is faced with some major 
constraints on what actions it can take to stimulate the 
domestic economy. The need to rehabilitate the nation's 
finances will make it extremely difficult for the government to 
pursue more expansionary fiscal policy measures such as a tax 
reduction or increased spending on public works. From a recent 
peak of 9 percent reached in March 1980, the government has 
been gradually lowering the official discount rate (ODR) as 
inflation pressures eased and the need for a more expansionary 
policy became apparent. The latest reduction of 0.75 percent 
made in December, 1980 brought the ODR down to 5.5 percent. 
However, before making further cuts the government may have to 
consider the impact of such a move on exchange rates. A 
renewed depreciation of the yen could add a further irritant to 
Japan's economic relations with its major trading partners. 


The prospects for the Japanese economy appear good. 
Provided energy supplies remain plentiful and prices continue 
to be stable, relatively high Japanese labor productivity 
increases should contribute to low rates of inflation. MThis 
price stability should eventually lead to increases in real 
disposable personal income that should bring about a 
Significant recovery in domestic demand. At the same time, 
Japan's major trading partners should begin to experience some 
economic recovery in the latter half of 1982. With the 
prospect of both stronger internal and external demand in an 
environment of stable prices, Japanese business may well be 
willing to step up investment in plant and equipment and 
inventories. Although 1982 could be a year of consolidation 
for the Japanese economy, the following years could see a more 
broadly-based trend of expansion. 


PART B - IMPLICATIONS FOR THE UNITED STATES 





1981 has seen the emergence of a large U.S. bilateral 
merchandise trade deficit with Japan which could reach $16 
billion for the entire year. Although the factors causing the 
expansion of the trade deficit were largely structural in 
nature, the imbalance has become a political issue in the U.S. 
The U.S. government has strongly requested that Japan take 
steps to remove barriers that impede access to the Japanese 
market for U.S. firms. While acknowledging that Japan has made 
considerable progress in removing formal barriers to trade such 
as tariffs and quotas, the U.S. government hopes that the 
Japanese government will take steps both to simplify procedures 
for importing goods into Japan and, more importantly, will make 
efforts to foster a more open attitude toward imports among 
Japanese business, the bureaucracy, and the consuming public. 





Prime Minister Zenko Suzuki has responded to the U.S. call 
by publicly stating that he is committed to easing trade 
frictions with the U.S. and other nations, and has established 
study groups made up of prominent politicians and businessmen 
who have been charged with finding ways to facilitate the 
import of foreign products into Japan. Also in response to 
pressure from the U.S. and the E.C., in December of 1981, the 
Government of Japan took a series of specific steps designed to 
ease import restrictions and reduce irritants with major 
trading partners. The steps taken include accelerating two 
years of MTN tariff cuts, and studying measures that might be 
taken to ease non-tariff barriers to trade, especially in the 
standards and inspection areas. 


Through 1980 and 1981, the United States and Japan 
continued to seek to reduce irritants in their trading 
relationships. Both countries have agreed in principle to a 
mutual reduction in tariffs on integrated circuits, which 
should lead to an expansion of trade in this high-technology 
sector. On May 1, 1981, Japan voluntarily agreed to limit its 
exports of automobiles to the United States over a 3-year 
period. Both the United States and Japan have pledged that 
they will make strenuous efforts to prevent a further spread of 
restraints in a free environment for trade and investment. 


During the latter part of 1979 and throughout much of 1980, 
U.S. and Japanese negotiators discussed the outstanding issues 
of reciprocal access in government procurement, in particular 
Nippon Telegraph and Telephone (NTT) procurement, and of market 
access of American tobacco products to the Japanese market. In 
December 1980, the United States and Japan reached an accord 
on NTT procurement that gives foreign suppliers the opportunity 
to participate in a telecommunications equipment market of up 
to $3.2 billion. For details on NTT and Japanese government 
procurement opportunities, contact the Office of Country 
Marketing, Japan Branch, Room 1015, telephone: (202) 

377-2425. The first step was taken to resolve the tobacco 
problem in November when the Japanese Government agreed to 
reduce the tariffs on manufactured tobacco products and the 
Japan Tobacco and Salt Monopoly agreed to a code (applying to 
the monopoly and to foreign companies alike) on the marketing, 
advertising, and distribution of tobacco products. 


The MTN Government Procurement Code went into effect on 
January 1, 1981, as did the MTN Customs Valuations Code. The 
MTN Standards Code went into effect in Japan in April 1980. 
The Japanese Government is implementing these agreements in 
good faith; U.S. exporters have found that the agreements have 
eased access to the Japanese market. Two organizations can be 
of help to U.S. businesses in their efforts to increase sales 





to Japan. The Trade Facilitation Committee, composed of 
representatives of the U.S. and Japanese Governments, will 
examine and try to resolve complaints of barriers to the 


Japanese market. The Trade Study Group, composed of U.S. and 
Japanese officials and businesspeople analvzes market sectors 
and trading practices to learn what general problems traders 
encounter and how they can overcome them. 


To market successfully in the lucrative Japan market, 
American suppliers of manufactured goods have to make special 
efforts. Japanese end-users remain highly selective. 
Ordinarily they demand high quality, innovative features, 
modern technology embodied in goods, as well as supplier 
reliability and commitment. For many industrial goods, price 
is relatively less important, unless the differential is 
significant. 


MANY PRODUCT AREAS OFFER SUBSTANTIAL PROSPECTS TO EXPORTERS 





U.S. sales of raw materials can be expected to continue to 
benefit from reasonably steady demand in the Japanese market 
during the 1980's. As Japan converts to nonpetroleum energy 
sources, coal in particular should be in strong demand by 
Japanese industry. 


The performance of U.S. agricultural exports to Japan 
continues to be good. In 1980, Japanese agricultural imports 
from the United States set another record reaching $6.1 
billion--compared with $5.3 billion in 1979. Products that 
showed the greatest growth were corn, grain, soybeans, wheat, 
cotton, and dried fruit. During the first three quarters of 
1981, U.S. agricultural exports to Japan were up 14 percent 
over the same period in 1980 rising from $4.2 billion to $4.8 
billion. Major gains were recorded in wheat, corn, barley, 
soybeans, poultry, pork, and fresh fruits. 


Among promising industrial product areas are the 
following: computers and peripherals, miscellaneous electronic 
components, process control instruments, biomedical equipment, 
electronic industry production and test equipment, airplanes, 
and building systems and materials. 


Increases in the leisure time and disposable income of 
Japanese consumers are a good sign for future imports of 
American-manufactured consumer goods. Products expected to be 
in particularly strong demand include, but are not limited to, 
the following: optical and audio-visual equipment, housewares, 
sporting goods and sportswear, books, periodicals and records, 
do-it-yourself and hobby kits, educational toys and games, and 
gemstones and fine jewelry. 





VARIED SERVICES REMAIN AVAILABLE TO ASSIST U.S. EXPORTERS 


Japan's multilayered distribution system for consumer goods 
differs in several important respects from marketing practices 
common in the United States and other countries. Penetration 
of this high-opportunity segment of the Japanese market 
deserves special attention by U.S. exporters. Companies not 
familiar with Japan may wish to take advantage of the various 
export business information and introduction services available 
from the U.S. Department of Commerce and the U.S. Embassy and 
Trade Center in Tokyo. 


As for U.S. trade promotion events in Japan for the 
remainder of fiscal year 1981 and for fiscal year 1982, the 
U.S. Trade Center (Export Development Office) in Tokyo will 
stage the following shows and exhibitions: 
Design Engineering Catalog Exhibition Tokyo 1/25-27/82 
Lifestyle USA Apparel Tokyo 2/24-26/82 


Office Automation Equipment Tokyo 3/03-13/82 
Osaka 3/24-25/82 


Petrochemical Equipment Trade Mission Japan 4/04-10/82 


Analytical Instruments Exhibition Tokyo 5/10-14/82 
Osaka 5/19-20/82 


Sporting Goods and Recreation Japan 5/17-24/82 
Equipment Trade Mission 


Do-It-Yourself Catalog Exhibition Japan 5/19-28/82 


Telecommunications Equipment Exhibition Tokyo 7/05-09/82 
Osaka 7/14-15/82 


Computers Exhibition Tokyo 9/06-10/82 
Osaka 9/16-17/82 


Health Care Equipment Trade Mission Tokyo 9/20-22/82 


Food Processing and Packaging Video Japan 9/27-10/6/82 





The Joint U.S.-Japan Trade Facilitation Committee, formed 
late in 1977, has continued to supplement traditional means of 
using Japanese marketing and distribution routes to sell 
American products, as well as examine specific problems with 
Japanese trade practices or procedures encountered by American 
business in selling on the Japanese market. The committee has 
been successful in resolving several such difficulties. 


OVERSEAS INVESTMENT IN JAPAN REMAINS SLOW 


A new foreign exchange control law went into effect on 
December 1, 1980, that should make foreign investment in Japan 
easier. U.S. firms with a significant market in Japan should 
consider investing in distribution and service facilities, even 
if they do not require production facilities in Japan. 


Despite relatively high rates of return enjoyed by foreign 
firms already established in Japan and despite the steps Japan 
took in the seventies to liberalize its rules on investments 
from overseas, new direct foreign investment in Japan, despite 
the enormous scale of the U.S.-Japan trading relationship, is 
less than 3 percent of all direct U.S. overseas investments. 

The recession of the mid-seventies and the yen's long-term rise 
against the dollar, which has affected initial operating costs, 
may have been major factors. Investment from overseas may be 

in either wholly-owned subsidiaries, branches or joint ventures. 


The American Chamber of Commerce in Japan (ACCJ) last year 
sponsored a full-scale study by a major U.S. research firm of 
Japan's current and prospective investment climate. Interested 
companies should write to the Investment Committee, ACCJ, Tosho 
Building, Room 701, 2-2 Marunouchi 3-chome, Chiyoda-ku, Tokyo 
100, Japan. White papers, prepared by U.S. businesspeople, 
offering advice on trade and investment in Japan also are 
available. 


1980 JAPANESE OVERSEAS INVESTMENT DECLINES 


Direct overseas investments by Japanese corporations fell 6 
percent in 1980 from the 1979 figure to $4,693 million in the 
wake of economic uncertainty following the second oil crisis 
and political instability in a number of overseas areas. The 
largest share of investments went to North America: $1.6 
billion. Investments in advanced nations have been steadily 
increasing in recent years and accounted for 55.7 percent of 
the total in 1980 as Japanese companies have become more 
sensitive to "country risk." Investment in Southeast Asia also 
increased as Japan attempts to forge closer economic relations 
with that part of the world, but fell in the more politically 
turbulent Middle East and Latin America. 








